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REVIEW OF THE MONTH
Member bank reserve balances, which in-
creased in May and the first half of June
largely in reflection of gold
Member bank imports, were sharply reduced
reserves . \ ' . ^
in the third week of June as
a result of Treasury fiscal operations. They
increased again in the last half of the month
as the Treasury paid out large amounts from
its accumulated balances in cashing adjusted
service bonds. Excess reserves declined
from a total of nearly $3,000,000,000 on June
10 to about $2,000,000,000 on June 17, the
smallest amount for over a year. By the end
of the month they had again risen to about
$2,700,000,000.
In recent months the Treasury has main-
tained a large working balance and a much
larger amount than usual on de-
Effect of posit with Federal Reserve banks.
The maintenance of these large
Treasury deposits at the Reserve
banks has resulted in keeping excess reserves
of member banks at a lower level than would
otherwise have been the case. These Treas-
ury deposits, following a sharp increase in
March resulting from income tax receipts
and the sale of new securities, were con-
siderably reduced in April by current Treas-
ury expenditures. The rate of reduction was
somewhat diminished in May and until the
latter part of June when the Treasury raised
some of its current funds by weekly issues of
Treasury bills of $50,000,000 in excess of cur-
rent maturities. On June 15 the Treasury
sold on cash subscription about $1,100,000,-
000 of new bonds and notes and exchanged
another $1,000,000,000 for notes maturing
on June 15 and August 1. Receipts from the
sale of these securities and from income taxes
resulted in an increase of Treasury balances
Treasury
operations
at the Reserve banks from $500,000,000 to
$1,400,000,000, and a corresponding decrease
in excess reserves of member banks.
During the latter half of June, as a result
of redemption of adjusted service bonds in the
amount of about $800,000,000 and other cur-
rent expenditures, offset in part by additional
receipts, Treasury cash and deposits with the
Reserve banks declined by $700,000,000. Ac-
companying the redemption of the adjusted
service bonds there was an exceptionally
large increase of about $250,000,000 in the
total amount of money in circulation. This
growth in circulation of currency offset some-
what the effect of Treasury disbursements
on excess reserves. As the funds obtained
from redemption of the adjusted service
bonds are deposited in banks, either by the
original recipients or after expenditure, the
additional currency will return to the banks
and be gradually retired from circulation.
This will further increase both the deposits
of banks and their excess reserves.
Inflow of gold from abroad which began
in April continued until the third week of
June. This gold movement
international was an important factor in
gold and increasing bank deposits and
capital ,_, n -
movements excess reserves. Toward the
end of June, however, the gold-
bloc currencies strengthened on the ex-
changes, and the movement of gold to the
United States was checked. Altogether $445,-
000,000 of gold was shipped to the United
States from the middle of April to the third
week of June—$47,000,000 from the Nether-
lands and $333,000,000 from France. Dur-
ing much of this time the British Exchange
Equalization Account was reported to be ac-
quiring gold in Paris, and there were ship-
ments of French gold to Belgium. In the
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latter part of the period Swiss gold was sold
to the Bank of France since Swiss exchange,
which is stabilized by the Swiss National
Bank principally through gold operations in
Paris, was under much the same pressure as
the other gold-bloc currencies. The pressure,
however, came largely from the movement
of Swiss funds to the United States, and the
gold released by the Swiss bank in its sup-
porting operations in Paris was in effect sent
to this country as a shipment from France.
The movement of the last two months has
brought the total amount of foreign gold ac-
quired by the United States since
the end Qf 1933 to more than $3,350,000,000. In addition, the
purchase of silver abroad, which has in some
measure displaced gold in the international
balance of payments, has amounted to more
than $500,000,000. It is estimated that not
INTERNATIONAL TRANSACTIONS OF THE UNITED
STATES, 1934 AND 1935
[In millions of dollars; (+) indicates dollar receipts, (—) dollar payments]
Gold and silver movement
Gold
Silver
















































1 Includes merchandise adjustments.
much more than a sixth of this gold and sil-
ver is accounted for by net payments to the
United States by foreigners for merchandise
and services during this period. The table
shows that the balance was about $670,000,-
000 in 1934-35; and this balance has not in-
creased materially in 1936 since merchan-
dise imports to the United States through
May have somewhat exceeded exports.
Nearly two-thirds of our total receipts of
gold and silver reflects the known movement
of capital to this country. A summary of the
figures as reported by the Department of
Commerce for 1934 and 1935 is given in the
table.
Notwithstanding the fact that the move-
ment of capital to the United States since the
end of 1933 has been associ-







e difficulties of the
gold-bloc countries—France,
Switzerland, and the Netherlands—the bulk
of this capital has not come directly from
these countries. About 60 percent of the re-
ported net inflow of capital has been in the
form of short-term balances, and of these,
French, Dutch, and Swiss balances account
for about a fifth. The movement of gold-bloc
balances to the United States has been con-
siderably less than the return of American
balances from abroad. Only a part of these
American balances has been drawn directly
from the gold-bloc countries. To a con-
siderable extent they represent the release
of frozen accounts in Germany and other
countries where exchange controls are opera-
tive. The largest movement, however, has
been a return of funds previously invested in
London. This movement out of London ap-
pears to have been strongly influenced by the
market for forward exchange.
The importance of the forward exchange
market lies in the fact that forward opera-
tions are essential to re-
Forward exchange m0Ve the risk of exchange
ma
r
 e losses. When American
banks put funds at interest in London, they
incur the risk that sterling will decline and
the funds depreciate in terms of dollars. The
risk can be eliminated at the time the funds
are transferred by selling sterling for future
delivery. This fixes the exchange rate at
which the sterling funds can subsequently be
converted into dollars. Forward sterling,
however, may sell at a premium or a discount
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with relation to the spot sterling rate at
which the transfer of funds to London is
made. If this is the case, the banks will re-
ceive on their London funds the going rate
of interest plus the premium, or minus the
discount, on forward sterling. Since the end
of 1934 forward sterling has prevailingly
been at a discount sufficient to offset the
higher interest rate that can be earned in the
London market, and American balances in
London, which were substantial at the end
of 1934, have been reduced to what appears
to be a working minimum.
The discount on forward sterling has been
connected in some measure with the gold-bloc
difficulties. The movement of gold-bloc funds
to London has been an important factor in
maintaining spot sterling at a higher level
than operators in the forward market have
been willing to accept as permanent. Thus
the gold-bloc difficulties have contributed to
a forward market situation in which con-
servative American banking funds have re-
turned from London as well as from the gold-
bloc countries. This situation in the forward
market has also made it profitable to place
a substantial volume of British and other
funds in New York.
Much of the increase in dollar balances
here, however, undoubtedly represents a re-
building of working bal-
Working balances ances wWch ^ been re_ duced to a minimum during the period when
the dollar was declining in 1933. At the
end of that year the Department of Com-
merce survey indicated that foreign balances
in the United States had been reduced to
$500,000,000. A year earlier, although inter-
national business was at a low ebb and cen-
tral banks had largely repatriated their dol-
lar reserves, foreign balances amounted to
$800,000,000. It is probable that at the pres-
ent time, with all activities at a considerably
higher level than in 1932, working balances
of at least $800,000,000 are required to trans-
act foreign business in this country without
inconvenience. In fact, the increase of work-
ing balances in the United States since the
end of 1933 may well have been greater than
the total increase in balances of the gold-bloc
countries. Much of this increase has come
from Latin America and the Far East.
Another factor, more difficult to trace, has
operated upon the movement of balances to
the United States. When the tension in
Europe over the Ethiopian situation reached
a critical point last autumn, there was a
heavy transfer of funds from London to New
York, and at other times international politi-
cal developments abroad appear to have stim-
ulated the flow of capital. Thus, in addition
to direct transfers from the gold bloc, many
factors—release of frozen funds abroad, the
situation in the forward exchange market,
the restoration of working balances here, and
international tensions of a political character
—have acted upon the movement of short-
term balances to the United States. As has
been noted this movement accounted for
about 60 percent of the reported net inward
movement of capital since 1933.
The remaining 40 percent mainly repre-
sents capital that has come to this country
since 1933 through net pur-
Foreign chase of securities. At the out-
secm-itieT °
 se^ these purchases repre-
sented, for the most part, for-
eign buying of foreign securities in this
market. Advantage was taken of the reduced
cost of the dollar in 1934 and of the low quo-
tations of many foreign dollar bonds to buy
back the bonds from American holders. In
addition, regular sinking fund and redemp-
tion operations led to a demand for foreign
securities which continued to operate after
the special buying that had characterized
1934 diminished. Altogether, about 40 per-
cent of the net inward movement of funds in
security transactions since 1933 has repre-
sented transactions in foreign securities.
The sustained movement into American
securities did not get under way until the
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spring of 1935. During the summer it grew
in volume and in the last quarter of the year
attained its maximum rate. Buying has con-
tinued active in 1936. The sustained char-
acter of the movement at times when Euro-
pean balances were not increasing, or were
being reduced as in the five months ending
April 1936, suggests that foreign investors
believe the American market offers an op-
portunity for profitable investment of their
funds. This movement was interrupted at
the beginning of May following the recession
in stock prices, but in recent weeks it has
been resumed. The interruption occurred at
a time when the gold-bloc difficulties were in-
creasing and the movement of balances,
which had been outward during the winter,
had turned heavily inward.
While the purchase of American securities
by foreigners since May 1935 appears to re-
flect conditions in the United States more
than conditions in Europe, most of the buying
on balance has come from Europe and the
gold bloc as a whole accounts for nearly half.
The other half largely represents British
purchases or purchases executed through
London.
Foreign purchases of American securities
have accounted for little more than one-fifth
of the total reported move-
Foreign long- ment of capital to the United
term assets in States since 1933. To a
United States ,
at end of 1935 great extent the movement
has been in short-term bal-
ances. Yet, figures recently published by
the Department of Commerce indicate that
the value of foreign long-term investments
in the United States at the end of 1935 was
more than four times the amount of foreign
balances in this country. The large volume
of foreign investments in the United States
reflects the fact that the bulk of these invest-
ments was acquired before the recent pur-
chasing movement began. Although securi-
ties may have changed hands and market
values fluctuated, foreigners have maintained
in this country throughout the depression a
volume of securities substantially as great
as the amount now held. Not more than 10
percent of the $5,000,000,000 of long-term
assets shown in the table as held by foreign-
ers at the end of 1935 appears to have been
acquired since 1933.
FOREIGN INVESTMENTS IN THE UNITED STATES,
BY COUNTRIES, DECEMBER 31, 1935













































Source of data: Department of Commerce.
The table distributes investments by indi-
vidual countries and groups of countries.
This distribution does not necessarily reflect
the ultimate ownership. Securities reported
in the original data under Switzerland, for
instance, may be held by Swiss institutions
for account of other countries. In the case
of direct investments, the stock of the parent
organization may be largely or entirely held
in countries other than that in which it is in-
corporated. It is probable, however, that the
table presents a broadly accurate picture of
the distribution of foreign-held investments
in the United States. More American invest-
ments are held in Great Britain than in any
other country. The next largest amount is
held in Canada, notwithstanding the fact
that there has been hardly any increase in
Canadian holdings during the movement that
began in May 1935. The gold bloc appears
to have acquired during 1935 little more than
a tenth of the investments it held at the end
of the year. Gold-bloc purchases in the last
quarter of the year, however, were at an
accelerated pace, which has been continued
in 1936.
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A considerable part of the capital that has
flowed out of the gold-bloc countries has
gone to countries other than
Gold-bloc reserves the United States. It is
probable that England has
received more gold-bloc capital than the
United States in recent years, although gold
itself has moved in greater volume to this
country. While England has been receiving
gold-bloc capital, British and other capital
has flowed to the United States and Ameri-
can funds abroad have been brought home.
As a consequence, shipments of gold from the
gold bloc to this country have been at least
twice as large since the end of 1933 as capital
movements from these countries to the United
States.
Reductions in gold-bloc reserves have been
greatest during the past fifteen months.
There were substantial declines, however, in
Swiss and Dutch reserves in earlier years,
while some of the more recent gold losses
have been recovered. The table shows the
changes in the reserve position of each of the
three countries over the period during which
the outward movement of gold has been in
large volume.
CENTRAL GOLD RESERVES OF FRANCE, NETHERLANDS
AND SWITZERLAND
[In millions of dollars at $35 an ounce]
Bank of France:













































The table brings out the fact that a con-
siderable portion of the gold reserves of all
three countries is required by law to be held
against domestic liabilities such as notes and
deposits. At present in France the gold re-
quired by law against domestic liabilities is
half again as great as that available for inter-
national use. Domestic liabilities have con-
tracted somewhat as capital has been with-
drawn, and a moderate amount of gold has
thus been freed for international use. The
contraction, however, has been concentrated
in those deposits which include the reserve
balances of the commercial banks. These re-
serve balances appear now to have been re-
duced close to a working minimum. Note
circulation of the Bank of France has not de-
clined. During June it increased contrary to
the usual decline after a month-end settle-
ment date, and it is now nearly at the peak
reached early in 1933. The gold available for
international use at the end of June was less
than the gold paid out since March 1935. This
takes no account of the sterling credit
amounting to about $200,000,000 that is due
to be repaid before the end of the year.
In this issue of the FEDERAL RESERVE BUL-
LETIN the table showing gold reserves of the
world is enlarged to include ad-
ditional institutions, and a tabu-
lar statement is given of the
legal reserve requirements of 45 foreign cen-
tral banks. The table on page 514 shows the
current reserve position of a group of 17 coun-
tries holding more than 95 percent of the
world's central gold reserves as reported in
the BULLETIN. It is possible that in some
cases reserve items and liabilities against
which reserves must be held are not shown
on the balance sheet of the central bank in a
form precisely comparable with the law. In
such cases the computation is subject to some
margin of error. The countries have been
arranged in order of the magnitude of their
total international trade in 1935.
Since in many countries the existing gold
parity has ceased to be related to the value
of the currency on the exchange market, the
reserves available for international use have
World gold
reserves
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been computed on the basis of current ex-
change rates as well as upon that of the
existing legal value. At current rates of
exchange the gold held by a number of cen-
tral banks represents a larger proportion of
their liabilities than it does when figured at
legal value, and consequently on this basis a
larger amount of the banks' gold reserves is
available for international use.
CENTRAL GOLD RESERVES AT THE END OF MAY 1936





















































































1 Gold not legally required against domestic liabilities.
2 Reserve requirements suspended.
a Latest figures available for Italy are as of December 31, 1935.
Legal reserve requirements of central
banks are not always rigid. Provision is
made in a number of cases for reserves to fall
below the legal minimum subject to certain
penalties. On the other hand, a deficiency in
legal reserves is generally regarded as per-
missible only when a condition of extreme
emergency exists. The reserves available for
international use are broadly those so desig-
nated in the table.
In many cases these reserves are now less
than the international drains of gold that
have been met at various times during the
course of the depression. In a number of
countries such drains have been greater than
the total reserves they now hold. Among
such countries are Germany, Italy, Switzer-
land, Japan, Argentina, and Brazil. The
Bank of France and the Netherlands Bank
have lost more gold than they now have avail-
able for international use, and the same state-
ment could be made of the Bank of England
if account be taken of the French-American
credits used up in defense of sterling in the
summer of 1931. The drain encountered at
that time was considerably greater than the
gold now held by the bank in excess of the
amount required by law against notes in cir-
culation, irrespective of whether this free
reserve be computed on the basis of the legal
value of gold or the current market rate.
The Government's Exchange Equalization
Account, however, now holds unreported gold
that is entirely available for international
use.
The United States has more gold set aside
against its domestic liabilities than the total
stock possessed by any other country. In ad-
dition it has gold available for international
use to an amount more than three times as
great as the maximum gold drain during the
depression. The inflow of this gold has been
the principal factor in the unprecedented in-
crease of excess member bank reserves.
The strengthening of the French franc and
other gold-bloc currencies in the third week
of June followed the an-






f Deputies on June 19 of the
Government's financial pro-
gram. An element in this program was
action against those who failed to register
French capital abroad for tax purposes. As-
surance was given that neither devaluation
of the franc nor a capital levy at home was
contemplated. The domestic program in-
volving an expansion of Government ex-
penditures was to be financed at the outset
with advances from the Bank of France and
subsequently by the issue of small-denomina-
tion Government securities designed to draw
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into activity funds now hoarded. Following
the announcement of this program prices of
French securities rose, and there appears to
have been some inward movement of funds
from abroad. Gold amounting to $3,000,000
was acquired by the Bank of France in the
week ending June 26. On June 24 the bank
lowered its discount rate from 6 to 5 percent
and on June 26 to 4 percent.
The Netherlands Bank which, in the week
ending June 29, also gained $3,000,000 of
gold, reduced its discount rate from 41/2 per-
cent to 4 percent on June 25 and to 314 per-
cent on June 30. In the week ending June
30 the Swiss National Bank acquired gold to
the amount of $1,000,000.
Appointment of Mr. Davis to the Board of
Governors
On June 5 the President sent to the Senate
the nomination of Chester C. Davis, of Mary-
land, as a member of the Board of Governors
for a term of eight years beginning February
1, 1936. This appointment was approved by
the Senate on June 16, and Mr. Davis as-
sumed his duties as a member of the Board
on June 25.
Mr. Davis was born in Dallas County,
Iowa, on November 17, 1887. He was gradu-
ated from Grinnell College, Iowa, in 1911.
For seven years he edited newspapers in
South Dakota and Montana, and later became
editor and manager of the Montana Farmer
at Great Falls. In 1921 he was appointed to
organize the Montana State Department of
Agriculture and was Commissioner of Agri-
culture until 1925, when he was appointed
director of grain marketing for the Illinois
Agricultural Association at Chicago. From
1929 to 1933 he was executive vice president
of a company, with headquarters in Chicago,
formed to manufacture industrial products
from farm wastes, particularly cornstalks.
Early in 1933 Mr. Davis was appointed direc-
tor of the Production Division of the Agricul-
tural Adjustment Administration and on De-
cember 15 of the same year he was appointed
Administrator of the Agricultural Adjust-
ment Administration. During the early
months of this year Mr. Davis, at the request
of the President, made a trip abroad in order
to survey at first hand trade conditions in
Europe and to study the effect of changes in
the economic policies of foreign countries in
relation to American agriculture.
Resignation of Mr. Morrison as Member of Board
of Governors
As of July 9, 1936, the resignation ten-
dered by Ralph W. Morrison of Texas as
a member of the Board of Governors of the
Federal Reserve System was accepted. Mr.
Morrison had served as a member of the
Board since February 10, 1936.
Appointment of Chairman and Federal Reserve
Agent, Deputy Chairmen, and Class C Directors
at Federal Reserve Banks
On July 7, 1936, Walton N. Moore was
designated as Chairman and Federal Reserve
Agent at the Federal Reserve Bank of
San Francisco for the period ending Decem-
ber 31, 1936, on which date his term as
Class C director of the bank will terminate.
On June 16, 1936, Owen D. Young was ap-
pointed as a Class C Director of the Federal
Reserve Bank of New York for the unexpired
portion of the term ending December 31,1937,
and as Deputy Chairman of the board of di-
rectors of the bank for the remainder of the
current year.
On July 7, 1936, Frank J. Lewis and Robert
E. Wood were appointed as Class C Directors
of the Federal Reserve Bank of Chicago for
the unexpired portions of the terms ending
December 31, 1937, and December 31, 1938,
respectively, and Mr. Wood was appointed as
Deputy Chairman of the board of directors of
the bank for the remainder of the current
year.
On July 7, 1936, A. O. Stewart was ap-
pointed a Class C Director of the Federal
Reserve Bank of San Francisco for the unex-
pired portion of the term ending December
31, 1938, and as Deputy Chairman of the
board of directors of the bank for the re-
mainder of the current year.
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